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7.7

7.8

Bwi8w Each contract should be reviewed by the Contract
ACfr1itiil,trator on an annual bnis to determine if there have been
any changes that may required the contract to be reentered into
the classification process.

Cancellation If a contract is cancelled, the Contract Administrator
should write "CANCELLED on (date)" in red ink at the tope of the
original SW·1181 t and retum the form to the Contract Coordinator.
In addition, the Contract Administrator must ensure that the
ongoing reporting auociated with the contract Activities is
terminated appropriately.

eftOPRtETARY
Not for ute or dilcloSure ouaide SouthWestern Bell
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8.0 ~UlATED CONIBAer PROCESS

Caution: No contract for a 272 affiliate can come through this process prior to
legal and regulatory review by tM 272 Oversight ream

8.1 The classification of Nonregulated indicates that the contract is
anyone of the following:

a. a line-of-businesa Activity;

c.

b.

d.

e.

a non-incidental Activity that h.. never been tariffed or
otherwise regulated by the FCC or any state commission;

an Activity that has been preemptively deregulated by the
FCC; .

any non-incidental ActIvity that is not considered to be a
common carrier communfc.elona actiYtty under Title II of the
Communications Ad. of 1i34... amended; or

any Incidental ActivilY that c.u.- the liINCIate revenues
of .. Incidental acttvftIea to exC8ed the FCC limit of one
percent of total company annual regulMed operating
reven......

For COIItradI elMlifted ..Non,..,..... the co« allocation
requirementl .......... in PM l4.i01 of the FCC Rutea and
Regullltion8 and del,. apedIIaIIy in the S'NBT CAM
~u..nut be~ to proper COlt aHocation
between ourReg~ and Nor'wNgu 1CtiVitieI.

A COIttiect may be cIaIaifted .. nonrwgulated and alia be
cl••tiIIed .. an ..... tr8nIactIon. Itt whk:h caN....
~NIN"."".s....~"'*to...s
..1IddtNaed In section1~ seMca. Tniiii1ent of other
~...tranuctiortIa.. noted in the foftowtng
.~. '

,Upon cIeIIIftc8tton .. non~utetedby the CAM contact the
co..tract Administrator beg.... the formal cIMIifIcation process.

8.401 ~.~,.\.".service or Activity must be
••••Ied for martcetMHllly.

A ..... ofreq~ for the .....".m of a new product.
service or Activity should be handled • follows:

8.4

8.3

8.2

eBOPBtETMX
Not for ute or dilclolure outIIde SouthweMll'n Bell
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a. Send the letter of requtlt to the Marketing
Assessment Add.... identifted in Attachment 3.

b. Provide a description of the service. or Activity.

c. Describe the targeted market for the product.
service or Activity.

d. If the ~It of the ..-.ment is to introduce a
nontariffed (contract) service, then the classification
process will continue.

8.402 Step 2 COlt Study
A COlt study is required for MCh new or renegotiated
contract for the provision of Nontartffed Activities. .

1) The type of COlt~ uMd wUl be based on
the ctaeaiftcation of the COt ttrad.

a. For contrIda with NonatftHata third parties that
are cia....... NonregulMld Activity, an
incrwneral unit COlt studY will be uMd .. the
COlt ftoor~ for estabIiIhing the price.

b. For contrIda with ARMiII cIMIitIed ..
NonteguIattMJ AcItvity, a FullY DiItrtbuted Cost
study .. required by the FCC Mel •
~ _in ~7 C.F.R., Part 32.27 and 47
C.F.R., Part 84.101 wtI be ..... the cost
cOlllpQl'l6orl to • utt1NItIdfair ",...t naluion
for tltoH ,1I'YICafor wlticlt a prriGili",pric, dots
not Gilt. SWJTwill rmwtI a.r rtN,.." tM hi,,,,,
of"""'.fair ",...,WJIw a1td FDC. Esttmot,d
fair ....,wrl.1IIIIIIu will bI JIfII'fonrwd with thl
aui#GItcI of'" ..4rta ~-A.lUlatlSll"Vic,s
(T0Ift Pt1WrI, 314-23'·9"9) ",.IIItIIjJIIItJI,d
tldnlptJrtyprla I. pot" or a .i,.,.11 res,arch
COltllUt.".', aIIII'tIItCt. A pHWJili.pric, can only
hi ulllblu#wd 1/"."., t" '096of. IPIdlvidual
s,,..,1ce or It,.. fIIIIIIIUY " sold '0 Ul'lG/lllIat,d thi,d
fJII'fN$. ~tItkwr nqJJIOI1i", tlil
.t,,.,,,,1ItltIt»t tllllt a"...",um,pric, is utabllsh,d
mrut bI pnMt/Id to iltt hiD MIlItflII,-A.jftliat,
SlrWc,s.

eBQPfUETMX

Not for u. or dildolure outIide $OUthWeItem Bell
T~ Company except under Wiltten agreement
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2) To request a COlt study, a letter should be sent to
the Cost Studies Request Add..... identitted in
Attachment 3. Questions may be referred to the
Cost Studies Contact identifted in Attachment 3.
The following information il required.

a. Provide I delcription of the contract, the
contract period, and I deIctiption of each
pricing element (Iuch • per unit, per month,
per hour, etc.).

b. Provide aI. non-recurring cost elements (one
time andlor Itatt-up) by .... and the
amici..,~ the COG wiH be incurred.

c. Provide aU recuning COlt elementlllllOCiated
with CIlPitat inv...........; i.•.• III equipment.
account codeI.i~ hours. engineering
hours. vendor feel, property tax and
maintenance ........(doIIn or hours) bY
state and the anticipated date the coati wilf be
incurred.

d. For ItIbor efforta(~ and non-recurring)
grovide the~_ Code (RC). the JOb
Function Code JJFC), the job level. the number
of people and..hourI..,uncs by state to
pMorm the funcIIon. AIIo ind.... how the
time W8I ctetIIn'niMd (•.g.• time and motion
study, .xperience, Me.).

3) The COlt StudIeI~wi perform a cost
study baNd on the CIa••iftc8IIon of the contract.

a. COlt StudIeI~may req..-tlddition.'
informallon•• n••ded. from the 8eMce
Provider and/or the Contlc'Adminiltrator.

b. COlt Stud..~wi devetop the annual
coeta _ociatId with the Activity including
capital coM and opeIating expert_.

c. The COlt atudy ,..,... for eICh~ element
wi be DIO'Iided to the M8rktItng Department
to ........, the prioIt. The COlt study can
usually be comp....d wtlhin two months from
the d8ee of the,.quest. Thtl COlt is
contiderfld to be the COlt ftoor for..bUshing
the price.

eBOfRIETARY

Not for ute or dilclolure outside SouIhwe"" Bell
T•••p.wn. Company.xcept under wriIen ..,....".m.
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.'-".
d. The cost study results may be provided to the

Separations organization for their use if
required.

8.403

8.404

step 3 friciDg
The pricingorspecific contract Activities is normally done
by the Marketing organization un.a the contract is with
an affiliate, then the Area Manager-A",'iate Services
should be contacted.

a) Market value i. a primary factor in setting price. If a
comparable MMce. product or 8Ctivity exists in the
open marketplace. the price should be set in
relation to that martet price.

b) If a market comparable it not awilable. service
value can be UMd in~ the price. The value of
a Mf'Vice. product or ActIvitY I'MY be what the
cuatomer is~ to pay or what it would COlt the
cuatomer to perform the·aeMce internally.

c) Howewr, both rnartcet value and MNice value

='::~,..:t:-~~:C~t
value and FDC wil6e tWCOveIWd 1ot'seMc:N
ptOYided to..,. ifPfW8IIIng price CI1tetta are
not met. A~ pt1t» can only be NtabHshed
ifmote than,. 01an indIvIduIII.w:e or item
ouantlIY i•. 1OIdsold to~ted thItd pettie•..
00cuniMIatI0n~ the detetminatlon that a
~fJIIt» Is~must be provided to
the AIM Man.".-AItfIIate seMce•.

""4~For~connct. coonInIItion I'nUIt occur between the
~. the Service PnMder and ... the Product
MIinIIaet or a Coftlrllct MInIger to negotiatIt term. for a
famwfcontraet.. NegoMon ....nee and guidance is
....Ie from the~ andL.Departments and
where apptOP.riate. the ProCurement Department.
SpecibRy, the g~p thet ... the price for a particular
.... can provtae COIItI8Ct negotI8tion or .,
..comrnendationl on contnIet content. Prior to IIgn.ng,
.. COIatraets are required to be submitted for legal review.

PJ3OP8IETMY
Nat for \M or dildolure outIide Southwestern Bell

T.IlIp.w. Company except under WlItten agreement



Southwestern Betl Telephone Company
Operating Practice 125
Nontariffed Activities and Afftliate Transactions

PageS
June 1997

8.407

8.408

8.405 Step 5 Ltg" Beyjew
Each Contract Administrator must forward the contract to
the appropriate departmental rep.....ntativ. for r.view
before the contract ia signed. The contrad must also be
forwarded to the CAM Attorney for review prior to being
signed.

Step 8 ~Signjpg
Upon retUinfl'Ol'nJegai review the Contract Administrator
mutt obtain the appropri8te .ign.tu.... of the buyer and
SWBT (according to the SChedule of AuthoriZations).

Step 7 BAUtiHI petenDjnatign
Aa 100ft""""ii1hicontract ha. been signed the Contract
Administrator must proceed according to the type of
service deIcribed in the contract.

a. If the COl ttr1lCt i. for the nonregulated services of
technical peraonnel SJMcee. Ci8ta prooeeling, data
procee.ing service bu....u MMceI or White Pages
AdwJtfIsing .....pfOYided by SWBT to aftIfeles.
the CotI1nld Adminiltrator must foIward •~ of .
the conlraet to the AI.- ~-AfIIaIIs.Mces
_ ...... in Attachment 3. TN A.- Manager-
AftIIIIiI 8erviceI wtII -.we the biIIna is litabtished
• d.crtbed in the ContnIct Adminilhtorl Guide,
AtIlIehment 5 of thiI 0pefaIIng Pr8CtIOt. and a..ure
that COP" of the COl tnct .. pt'OVtded to the,......-.v bodtII • MClII'~. The~
~ is the Technical Silr.icII BiIItnCI System
which ...... the A.....~ System described
in the Contract Administrators GUide.

b. Kh~isba~~~
thM ..... in (a) Ilbcwe. thel::onnct Administrator
muet~ an 8W-1181 • d••cribed in
Allcttlt1eftt 1 of thia Opef"'~ PrIlC1IOI. The
Connct AdminiItnItor must fOrward the ~1181
to the Corttreet Coordinator lINd in AttIIct.ment 2 to
obtain the formal cIMIiftcation. A~ copy of
the contract must be attached to the 8W-1181.

8.401 ~&,~-'aign"SW-1181
~~,..mentwith the cI8tIiftCation • noted on
the8W- 181.

fBOPRIETARY

Net for ... or dilclc*lre outaide SouthWe.-rn Bel
lel.p.~Company except under written agreement
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8.409

8.410

8.411

8.412

8.41.3

Step 9~ Atlan:wx.BtviB
The Contracttoordlnator will forward the contract and
SW-1161 to the CAM Attorney for signMure to indicate
the concurrence with the ctauiftcation noted on the
SW-1161.

Step 10 &;g~_~••01
Upon return -1 the Connct
Coordinator with the proper signMuret, each Contract
Adminiltrator must coordinate with the Contract
CoordiMtor who wiH contIIct Accounting ClaMiftcations.
when necee.ary, to ensure that the proper account
~. are determined for financial reporting
pu~.e.. .

eBOPRtETAffl
Not for .. or dilclosure outside SouttwJeItem Bell
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",,-,..

8.5

8.8

8.7

8.8

8.9

b. Certain nonr89uJated Installation and Maintenance
activities provided to .mll."8 may be billed through
either the 11M billing system administered by the
A,.. M.nager-Amn.,. Services, or through
disbursement spftCial bHHng.

c. Certain nonregulated Data Proc:euing S8Nice
Bureau, Technical Personnel ServicM and VVhite
P.-Adv.~Servicee provided to affiliates are
billed through the Technical Services Billing System
administered by the A",a Manager-Affiliate
SMvicN.= IJIIIed menuN muIt~ IlNIdIlli' available forto r.dera'and atete regu/etorI, wifftout regard. to

. or not such ",venues a", aaaoclated with an a""'ate
tranNction.

The COfItraetl th8t have been ctMIifted via Form 8W-1181 will be
used by the Contract Coordinator in updating SYt'BTs CAM with
the FCC.

~ Each CoIIRct Adminiltrator muIt provide
_ by the ~orgenization for
fuI-.,g FCC~ror~ ~treatment.
Q~ m8Y be referred to the 8epaI'8tionS ContItct listed in
Abchment3.

-.:'::n~.=:=::r=:been
any ctw'IeI hit m8Y require the contract to be reentered into the
cIMIitIca60n procell.

. If. COl... II c.nce••d, the Contract Adminiatrator
"CANCEu.ED on (cIMI)· in ,.. ink at the top of the

original SWo1111, and NIUm the form to the CoIftct Coordinator.
In .-.on, the Con". AdminiItnItor muM enauN that the
=.ct~wtth the contract ActMtieI is

P..BOP8fETARY
Not for '* ord~N outside SouthweIWn Bel

T.I.....Company except under written Igreement
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9.1 In CC Docket No. 96-150, the FCC prescribes rules which SwaT
must follow in conducting business with its affiliated companies.
These. rules, which have been incorporated into the SwaT CAM.
prescnbe the methods for accounting for Regulated activities
involving assets and services transferred between SwaT and its
Affiliates.

9.10 Assets or services sold by or transferred between SwaT
and an aftiliate pursuant to a tariff, shall be recorded at the
tariffed rate. (SwaT is allowed to use rates in pUblicty-filed
interconnection agreements and statements of generally
available tenns when tariffed rates are not available).

9.11 Nontariffed assets or services sold by or transferred
between SwaT and an aftiliate may be recorded at the
prevailing price.

9.111 Prev.iling price is established if salel of a particular
aIMt or service to nonaffiliated third parties
encompas_ greater than 50 percent of total
qu.ntity of such product or service sold by an entity.

9.112 SVVBT sa.. of facilities, service or infonnation
which are subject to the nondiscrimination
:-'tsof Section 272 of the
l munic8tions N;t of 1998 may be recorded
at prev.illng price without regard to the 50 percent
th~.

9.12 For serviceI SVVBT purch... from an afftliate that exists
solely to provide serviceI to members of the COf1)Ot'8te
fM1iIV, the serviceI shan be recorded at fully distributed cost.

9.13 For aU other SVVBT purch.... from an afIIllate, the purchase
shall be recorded at the tower of fair market value and 1)
fully distributed coat for services, or 2) net book cost for......

9.14 For.U other S\WT salea to an .tftIlate, the sale shall be
recorded at the higher of fair market value and 1) fully
distributed coat for services, or 2) net book coat for assets.

PROPRIETARY

Not for use ord~ure outside SouthweStern Bell
Telephone Company except under written agreement
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9.15 Anyone planning to enter into a transaction with a 272
affiliate must contact the 272 Oversight Team (see Section
3-Definitions). All other affiliate transactions must be
coordinated through the organization of the District
Manager-State Regulatory Issues. For sales to an affiliate.
other than assets. contact the Area manager-Affiliate
Services (see Attachment 3, Page 2). For all other purchase
and sales transactions with affiliates, contact the Area
Manager-Affiliate Transactions (see Attachment 3, Page 2).
These contacts will assure that all regulatory issues are
addressed. All nontariffed affiliate transactions should have
a written contract.

NOTE: Unique structural and transactional rules apply to
affine" transactions with a 272 Affiliate. (S..
Appendix 8 for a matrix of these issues.)
PrOpoaed ;nterl.ATA services must be forwarded
for review by the 272 Oversight Team prior to
contracting with a 272 Affiliate.

9.18 Aa indicated in the Table of Contents, see applicable
sections of this Operating Practice as follows:

section 8.0 • R~ulated Nontaritf Contract Claaaification
(For nontariff services which are 1) not sold
to afftHates only, 2) not nonregulated, or 3)
not incidental activities.)

section 7.0 - Incidental Activities Contract Classiftcation
(For nontariff services listed in S'JVBrs Cost
Allocation M.nu.' section 3 as -incictental
actiYities.•)

section 8.0 • Nonregulated Contract Cluaiftcation.

section 9.0 - Affttiate Tranuction Rules.

section 10.0· sales of Assets to Amlia•.

section 11.0 - Purch.... from Afftllat...

Section 12.0 - Other Occasional Asset Purchases from
Afftliat...

Section 13.0 - AfftIiate services .
(For nontariff seNic:es sold only to affiliates).

eROPBIETARY

Not for use or disclosure outside $outhwestem Bell
Tetephone Company except under written agreement.
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10.302

10.1 Affiliate Transactions involving the sales and purchases of plant
in-place must be coordinated with the Area Manager-Valuation
(see Attachment 3, Page 2) in the organization of the Division
Manager-Finance/Regulatory. Additional information on
procedures for the processing and recording of sales or
purchases of telephone plant in-place can be found in the
SVVBr Purchases and Sales Manual. Questions may be
referred to the Purchases and Sales Contact listed in
Attachment 3.

10.2 Aftiliate Transactions involving the sale and purchases of assets
other than in-place Plant must be coordinated through the
organization of the District Manager-State Regulatory Issues.

10.3 Regardless of the type of aSMt sold the person responsible for
the sale must assure that the following steps are included in the
sales process.

10.301 Sbm...1
DiYiIOp documentation of the net book value
(original coat minus appropriate depreciation
.....rv..) for each item to be sold.

~ and document the fair mart<et value of the
items to be sold, i.e. caD new or used furniture. or
computer equipment, etc. dealers for quotes of
current sales price of like items.

10.303

10.304

~--with the affiliate for a price that mUlt be the_07the net book value and fair mart<et value for
each item.

a=ire the sales documentation (invoice. bill of sale
ete.) in IUch a manner that the net book value, the
fair rnart<et value and the sales price for each item are
clearty displayed.

eBOPRIETMY
Not for use or disclosure outside SouthweStern Bell

Telephone Company except under written agreement
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10.305 Step 5
Upon completion of the sale, copies of the
documentation including net book value and fair
market value documentation must be provided to the
Area Manager-Affiliate Transactions at the address
shown on Attachment 3, Page 2. Documentation
includes how fair market value was determined and, if
discussions with used equipment or furniture dealers
took place, a record of what company, when the
discussion occurred and the fair market value detail.

PROPRIETARY

Not for use or disclosure outside SouthweStern Ben
Telephone Company except under written agreement
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11.1

11.2

11.3

11.4

Purchases from affiliates must not be undertaken without a
written contract or agreement and should only be done when it
makes good business sense to do so. The contract/agreement
must contain a clause necessary to ensure that the affiliates
provide the information SWBT needs in order to account for the
affiliate transactions in compliance with the FCC accounting
safeguards. See Attachment 6 for an example of this clause.
Refer to Operating Practice 112. Purchasing and Contracting
Policies, and/or request support from the Legal or Procurement
representative for the appropriate standard clauses to include in
affiliate contracts or agreements. 'Mlen documentinQ oral
purchase agreements as described in section 1 of thiS 
Operating Practice, language similar to the clause in
Attachment 6 must be included.

Recurring aaset purchases are covered in this sectiOn; Le.,
mo=tUrch.... of telephone and cellular equipment Refer
to n 12 of this Openlting Practice for information on
occasion.1 nonrecurring asset purch.... from affiliates; Le.,
ch.ir, table, microcomputer, etc.

Although purcha.. contractl do not enter the clalliftcation
proceu. an SW·1161 must be prepared for each new purchase
contract where SWBT is purchaling goodllservicea from an
aftIliate. The SW-1181 and a copy Of the auociated contract
must be sent to the Contract Coordinator lilted in Attachment 2.
The SW-1181, the contract and all future amendments,
addenduma and contract cancellations must be provided to the
ContrIct Coordinator for 1) provision to state and federal
~ulMorl and intern.1 .nd external auditors; 2) inclusion in the
C'* Allocation Manu.1 tiled with the FCC. a(1d 3) afftIiate
nnaaction monitoring pUrpoMl. The preparation and review of
the 8W-1181 is an integral part of the audit trail that identities:
afIIIate contracts for tracking and monitoring of the allOCiated
tranuetiona. '

The following process must begin immediately after a new
COI.nct. amendment or addenCium is signed for purchases by
SWBT from an atrlliate.

PROPRIETARY:

Not for u.. or disclosure outside SouthweStern Bell
Telephone Company except under written agreement.
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11.41

11.42

11.43

StIR 1
For new contracts. the Contract Administrator must
prepare an SW-1161 as described in Attachment 1 of
this Operating Practice. The SW-1161 and a copy of
the signed contract must be forwarded to the Contract
Coordinator as listed in Attachment 2. If an
addendum or an amendment to an existing contract is
involved, only a signed copy of the document must be
forwarded to the Contract Coordinator.

Step 2
If an addendum or amendment to an existing contract
is received, the Contract Coordinator will review the
documents, update the CAM if necessary, and
forward the documents for p.....ntation to the 
appropriate regulatory bodies. If a new contract and
associated SW-1161 are received, the Contract
Coordinator will review the contrad for the mandatory
a1ftliate clause, sign the space noting concurrence
with the information provided on the SW-1161, and
forward the SW-1161 and contract to the CAM
Attorney.

tiMAttorney reviews the documentation and
after any question. are answered, signs the SW-1161
indicating the contrad has been reviewed. The
signed~1161 and contract is returned to the
Contract Coordinator.

11.44

11.5

~ Coordinator updates the CAM from the
COIItr8Ct if neces.ary, returns a copy of the SW-1161
to the Contract Administrator, ftles a copy in the
muter ftle for completed SW-1161', and fofwards the
COf11 of the contract for p.....ntation to the
appropriate regulatory bodies.

,

~ purchased from a1ftliates for use in SWBT
nonregulMed activities are also subject to the FCC Affiliate
Transiction rules.

PROPRIETARY

Not for u.. or disclosure outside Southwestern Bell
Telephone Company except under written agreement
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11.6

11.7

11.8

11.9

11.10

Affiliates are required to maintain records to support the
methodology used for costing each item invoiced to SWBT.
Contract clauses (such as are described in item 11.1) which
require the Affiliates to maintain cost information records and to
allow representatives from SWBT to review such records must be
included in the affiliate contracts to ensure swars relationship
with the affiliate remains in compliance with FCC rules.

The organization of the District Manager-State Regulatory Issues
performs FCC affiliate transaction rules compliance reviews for
purchases from affiliates. These reviews may include validation
that prevailing price criteria are met, or where prevailing price is
not applicable, reviews include verification of fair maritet value or
FOe and Return On Investment (ROI) studies performed by
affiliates. If upon review of the charges to SVVBT a true-up is
necessary, i.e., the charges to SVVBTexceed the combined
FOCIROI, adjustments to SWBT books are required. When
charges exceed what is allowed by the rules, the excess is
removed from S'NBT regulated expense accounts and placed in
below the line accounts, i.•., subaccounts of Account 7380, Other
Nonoperating Income. Thila aau,.. these excess charges are not
included in rate making activity.

SwaT Management strongly discourages booking charges for
~oodll..rvices used in regulated busin... activities belOw-the
line. Earty contract negotfations should consider this when
discussing prices to be paid for affiliate goodliservic:M.
Instructions for preparation of the vouchers are in Operating
Practice 58, Bin payment praeticM.

The Area Manager-Affiliate Transactions receives monthly reports
detailing the amounts being booked to the sub-accounts of
Account 7380.3 which are i'eMrved for recording bekM-the-line
amounts deKribed above. Th::O= are used to monitor and
control theM amounts and for rung the amounts and sources
to external audltora and regulatory bodies.

The FCC, .... regulatory bodies and extemal auditors win
~ audita to _ure SWBT compliance and to aaure the
AtIIIIateI have the back-up information necessary to substantiate
the coeta and coat methodology that theY have provided to SWBT.
Additionally the Area Manager-Affiliate Transactions performs the
compliance reviews noted above, by reviewing the afftliates' cost
and billing records to aaure SVVBT is booking.the transactions in
compliance with the FCC accounting safeguards.

PROPRIETARY

Not for use or dlacloaure outside SouthweStem Bell
Telephone Company except under written agreement.
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12.0 QTHER QCCASIQNAL ASSET PURCHASES FRQM AFFILIATES

12.1 As stated in Section 11 there are occasional nonrecurring asset
purchases by SWBT from affiliates. An example is when an
employee transfers from an affiliate to SWBT and brings hislher
microcomputer equipment which is on the books of the affiliate
from which the employee transferred. These occurrences must be
handled as purchases from affiliates (If the asset to be purchased
is considered "Plant-in-place" see Section 10). The following steps
must be taken to account property for these transactions.

12.101 Step 1
~ soon as an SWBT employee (buyer) agrees to the
purchase of an asset(l) from an affiliate, the employee must
contact the seller (affiliate) and request the following: .

a. That the affiliate iNue an invoice to SWBT for the
purchase of the equipment, furniture, etc.

b. That the affiliate provide on the invoice for each item of
the invoice:
- A complete description

The net book value from the afftliate's books
- The fair market value which can be obtained by the

affiliate from new or uMd equipment dealers.
• The purchase price (which should be the lower of net

boOk value or fair market value).
_ The difference between the lower of net book vatue or

fair market value and the purcha.. price to SvveT, if
applicable.

c. That the affiliate include with the invoice the
documentation on the development of net book value
and fair market value.

12.102 a=,2receipt of the invoice from the afftllate the buyer
muM _ure that the requested infonnation is present on
the invoice and the back-up documentation from (c)
above hal been induded. If aU the requested
documentation is not p.....nt or the requested
information is not on the invoice, the invoice mUlt be
returned to the ..'Ier. If aU the requested information is
p.....nt on the invoice and the documentation is present
the buyer should proceed to S~ 3.
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12.103

12.104

Step 3
Prepare the documents for payment 9f the invoice.
There is no special accounting as these items are
booked just as the purchases of other assets are
booked. However, if the purchase price is greater than
the lower of net book value or fair market value. the
difference must be booked in the betow-th.line account
7360 Other Nonoperating Income. If this becomes
necessary the Area Manager-Affiliate Transactions can
provide the proper sub-account of Account 7360 to which
to book the below-th.line amounts.

Booking any amount below-th.line for these asset
purchases is strongly discouraged by SWBT
management. However, on occasion, it may make.good
business sense to do so. Aa an example, if an affiliate
were to sell SWBT furniture that was purchased and
expensed by an affiliate, rather than capitalized, it has no
book value. The fair market value of such used fumiture
may be $1,000 asappra~ used furniture dealers.
Therefore the lower of net value and fair market
value is SO since there is no net book value, and SWBT
must book the entire purchase price beIow-th.line. If
the purcha.. price was wei below the fair market vatue.
the purcha.. from the afftliate may still make good
business ..n...

12.105
~uyermust forward copies of payment documents
and the invoice and any back-up to the invoice that
documents the net book value and fair market value of
the items on the invoice to the Area Manager-Afftliate
Transactions as listed in Abchment 3.

12.108 ~
TfiiAi'8Il Manager-Afftilate Transactions will provide this
documentation and report transaction amounts to the
regulatOry bodies as necessary.
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Affii1ii8services are a collection of activities that SWBT performs
internally that are provided to sac and sac's subsidiaries
(affiliate companies) utilizing primarily eXistin~ resources. The
guiding strat~y of affiliate services is to maXimize benefit to sac
while maximiZing contribution to SWBT. This strategy operates
within the given of full and complete compliance with Federal and
State regulatory requirements.

13.0 AFFILIATE SERVICES

13.1

13.101

13.102

13.103

13.104

Divestiture established a new and different environment
for SVVBT and that environment has continued to
change. The need for an effective and efftdent way for
SWBT to provide certain services to its afftliated .
companies became readily apparent.

SWBT provided a large number of administrative
services for its own use pre-dlv.titure and continues to
provide them for its use toeI~. Since many COlt benefits
accrue from economiea of scale, it was apparent that it
would be etrlcient for SVVBT to provide services to the
afftlla". This environment is governed by Federal
Communications Commission (FCC) guidelines and state
regulatory requirements.

Many SWBT groupe and individuals are now involved
with afftliate companies for the tim time. This section of
the Operating Practice will give an overview of the
atIIllate service proceu. outline the audit trail that is used
to verify compliance with the FCC afIIliate transactions
accounting safeguard•• and a... in fllCilitating the
provision Of servlces to affiliates.

A contract proceu is required for the provision of affiliate
seMceI. The contract procell defines all SWBT affiliate
seMceI in service elements (I.e. per hour, per employee.
etc.) that are tracked and billed by unit. Each billable
unit has an identifiable cc.t and a price. This simple
_iIy audited contract.p~ hal allowed for the .
continuous and immechate reV18W of all atrillate serviceS
sales to ensure that each transaction complies with the
applicable FCC accounting safeguards, and thereby
ensures the absence of crou-sublidlzation of non
regulated atrlliates by SYJBTs regulated operations.
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13.105 The contract process and the audit trail are coordinated
by the Area Manager-Affiliate Services in the State
Regulatory Issues District of the External Affairs
department.

13.2 ProceD for Sale of Affiliate Services

13.21 Since affiliate services are not tariffed and are not offered
to third parties, neither tariffed rate nor prevailin~ price is
appropriate costing methodology. The FCC affihate
transaction accounting rules for afflliate services sales
states that SWBT must record, as revenue, the greater of
fully distributed cost or estimated fair market value. The
fully distributed cost requirement is in place to ensure the
absence of cross-subsidization by the ~ulated .
company to the unregulated affiliate. The basis of the
audit trail is this Operating Practic:e which requires all
sales to atrlliates to be reduced to writing. These
contract documents form~ basis for SVVBrs ongoing
retationship with the affiliate and provide the founcfation
for the audit of the atrlUa. services proceM. See
Attachment 7 of the Operation Practice for the flow chart
of this activity.

13.22 The elements of the affiliate services sales process that
must take ~Iace in order to document compliance with
the FCC atIIliate transactions accounting rules are
outlined by responsible organization and include the
primary elements of: incremental unit ca.t (IUC), fully
distributed cost (FCC), estimated fair market value
(FMV), price and units sold.

13.221 me 1 SERVICE eROVlQER Aa soon as the
service provider determines a service might be
ofIWed the service provider must estimate the
appropriate recurri"9. and non-recurring labor.
expense and/or capital required to provide a
speciftc service to an atrlliated company. The
service provider will al80 provide a brief
description of the service. Along with the
description of the service, the service provider
will supply th.... external prtce quotes or price
lists. if applicable, that can be used to
document the estimated fIlir market value. If
the service provider is unable to provide this
documentation of estimated fIlir market value.
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the Area Manager-Affiliate Services will
coordinate with an appropriate outside
consultant to perform an estimated fair maf1(et
value study. This information must be
forwarded to Manager-Affiliate Services, 38-T
06, One Bell Center, St. Louis, MO. 83101,
prior to any substantive conversations with the
affiliated company.

13.222

13.223

~TEP 2 AFFILIAT.E...SERYICES GROUP The
.nager-Afflliate se;vices will provide this

information to the Manager-Cost Analysis,
within three work days of receipt from the
service provider. At the same time, new
contract documents are created or existinq
documents modified and sent for legal reVIew,
if required (see step 4).

SIEP 3 COST STUDIE& All coat studies will
6ilOI'WIlrd looking and shall be for a period of
time from 12 to 60 months. In addition to
IUC's, FDC studies are developed to determine
the COlt that must be recovet8d by price in
order to comply with the FCe affiliate
transactions acco= safeguards. Manager-
eo.t AMtyeis will inate directty with the
seMce provider to resolve any questions or
omisliona in the coat input. Cost study results
will be sent to Manager-Affiliate Services assoon. completed, but no later than 21 work
days from receipt

a. IUC, while not required for compliance
with the FCC standards, is an integral
element in deftning the benefit to SWBT
of providi~a serVice to an afftliate
company. The lue identities the direct=- incurred by SYJ8T to provide the
service. If price is greater than IUC,
then such contribution is applied to
common coat. This contribution from
affiliate services helps reduce upward
p.....ure on local service rates by
producing revenue from previously non
revenue producing resources.
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b. FOC is the calculation of all direct and
indirect cost associated with the
provision of an affiliate service and is
the cost that is required by the FCC to
be recovered from an affiliate to ensure
the absence of cross-subsidization.
VVhen the FOC is compared to price for
each billing unit provided to an affiliated
company it is immediately apparent that
SWBT is complying with the FCC
affiliate transactions guidelines.

13.224

13.225

13.228

STEP 4 LEGAL Review 'fthe service
requires a neW GenerafServices Agreement
andlor a new Schedule and pricing addendum
the Affiliate Services Group wilt draft and
submit those documents for review and
approval. If the service is a change to an
existing SChedule no additional legal review is
required.

fEP 5AfE'L~ERVICES GROUP
ursuant to th8 ule ofAuthorizations the

Area Manager-Affiliate Services will in each
cue, with the assistance of the Manager
Afftliate SeNices, set a price that refteCts the
greater of fully distributed cost or estimated fair
mari(et value. As an input to the pricing
decision, service provider proVided price
quoM or price lists. if available, are utilized
along with the results of market studies to
determine a flna' price. The established
contract price immediatelY documents that the
service provided to an afftliate has recovered
cost IS reqUired by the Final Order in CC
Docket No. 98-150.

meo AFFILIAJE SERVICES GROUP After
ffieprice il set and the contract documents are
approved by legal, the documents are signed
by SWBT in acCordance with the Schedule of
Authorizations. Upon s;gnina by S'lWT the
documents are sent to the dilated company
coordinator to be signed by the atftliated
company.
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If the contract documents are not received in
30 days and services are being prOVided, the
affiliate servie::es group will send a copy of the
documents signed by SWBT to the service
provider to start billing. Upon receipt of the
fully executed documents, copies will be sent
to the service provider (see step 8).

~T~ 7A~COMPANY
(f Rm =tQB The affinate company

coordinator is the single point of contact in the
afftllated company that is responsible for the
signing of the contract documents.

13.228

13.229

13.3

STEP 8 AFFILIATE SEBYlCES GROUP Upon
return ofthe property signed documents.the
afftliate services group distributes copies to the
service provider, the afftliate billing group and
legal.

STEP i §EB~E PBOV'Q~ The service
provider h. responlibil and mUlt
ensure that accurate quantities of service are
reported and biDed each month. The service
prov1der organization must have in place a
mean. to capture the units sold. and a
departmental procedure that instructs
employeel in how service will be provided,
documented and submitted for billing. The
Service Provider mutt supply accurate billing
infolmlltlontathe_~
directed in Attachment 5, IN
CONTRACT AQMINISTBA .

SWBT'I audit trail of afftIiate services ha. documented
for~element of afft1Iate service. the IUC,
FOC. fair market value. contract price, and
billing record. Thil straightfotward audit trail allows for
an immediate verification of compliance with the FCC
afftUate transaction rulet.
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AREA MANAGER-NONREGULATEO ACCOUNTING: (OBC,33-0-o7)

This is to inform you of a new activity that has been identified as a potential
offering by Southwestern Bell Telephone Company. Attached is a detailed description
of this activity. PleaH notify me if there are special time reporting or cost tracking
requirements. The other employees working on the activity and I will keep track of all
costs and time spent on investigation. development and other work for this activity until
I am notified of the appropriate reporting procedures. .

Questions may be referred to on

Name:-------------
Title: -------------
Dept ------------

Add.....: ------------
Telephone: _

Attachment

CC: Legal (CAM Attorney, OBC, 3522)
Area Manager-Atftnate Transactions (OBC. 38-8-(5)
Area Manager-Nonregulated Accounting (OBC. 33-E-07)
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